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PUBLIC AFFAIRS 



Mr. E. Mark Braden 

Baker and Hostetler, Counsellors at Law 
Washington Square, Suite 1100 
1050 Connecticut Avenue NW 
Washington DC 20036 

Dear Mr, Braden: 

This responds in part to your Freedom of Information Act 
Request of July 19, 1993, to the Department of Defense Inspector 
General (IG) . The IG referred 20 documents for our review and 
release determination on November 22, 1994. We received the IG 
referral on. November 28, 1994. 

We have completed our review of 18 of the docximents and they 
are released in their entirety. Copies of the documents are 
enclosed. 

The two remaining documents were referred to the Defense 
Logistics Agency at the below listed address for their release 
determination. 



Defense Logistics Agency 
Administrative Support Center 
Attn: DASC-RA 
Cameron Station 
Alexandria, VA 22304-6130 



Sincerely, 




Enclosures : 
As stated 





DEPARTMENT OF DEFENSE 
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ARLINGTON, VIRGINIA 22202-2884 



INSPECTOR GENERAL 
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November 22, 1994 



MEMORANDUM FOR DIRECTOR, FREEDOM OF INFORMATION AND 



SECURITY REVIEW 
OFFICE OF ASSISTANT SECRETARY OF DEFENSE 

(PUBLIC AFFAIRS) 
1400 DEFENSE PENTAGON, ROOM 2C757 
WASHINGTON, D.C. 20301-1400 



SUBJECT: Freedom of Information Act Request — 

Mr. E. Mark Braden (Case Number 93-FOI-0205) 

This Office processed a Freedom of Information Act 
request from Mr. Braden, for information concerning the C-17 
cargo transport airplane program. 

Upon review of the responsive documents provided by the 
Office of the Assistant Inspector General for Auditing, a 
documents under your cognizance were found in our files. 
Accordingly, Mr. Braden 's request {Enclosure 1) and the 
responsive documents -(Enclosure 2) are forwarded for your . 
release determination and direct response to him. A copy of 
my response letter to Mr. Braden is enclosed for your 
information (Enclosure 3). 

If you have any questions concerning this matter, 
please contact Mrs. Nancy Reed at (703) 604-9775. 




Enclosures 



BAKER 
HOSTETLER 

COUNSELLORS AT LAW 




Washington Square. Suite 1100 • 1050 CoNKEcmcuT Avenue. N.W. • Washington. D.C. 20036-5304 • (202) 861-1500 

Fax (202) 861-1783 • Telex 2357276 
WRITER'S Direct Dial Number (202)g^|.|^ 



July 19, 1993 

Chief KO • 

Department of Defense IG ^ 

Freedom of Information Act PA 33 

Room 42 9 A "Tl ro - JIJ 

400 A/N Drive O o- 

3> 3*;!t:.<^ 



Arlington, Virginia 22202-2884 i 

Re: Freedom of Information Act Request ttt O 

Dear Sir /Madame: 



cn 

OD 



Pursuant to the Freedom of Information Act, 5 U^S.C. § 552, 
I request copies of documents or other records described more 
fully below in the custody or control of the U.S. Department of 
Defense and its branches pertaining to the C-17 cargo trajisport 
airplane program (hereinafter "the C-17 program") . 



As used herein, the terms "documents" and "records" mean and 
include all the originals and any nonidentical copies of all 
written, printed, or elecjcronically- stored matter of every kijid and 
description, including but not limited to correspondence, letters, 
memoranda, drafts, briefing charts, notes, calendars, diaries, 
reports, contracts, and minutes or other records (both formal and 
informal) of meetings, conferences, telephone conversations or 
other communications. "Documents" and "records" include 

information stored on paper or on computer, computer diskette, 
magnetic tape or any other form. 

The documents requested are: 

1. All documents or other records from January, 1993 through 
July 1, 1993 referring or relating to a memorandum dated April 29, 
1993 from Secretary of Defense Les Aspin to the Acting Secretary 
of the Air Force regarding the C-17 program and disciplinary 
actions taken in conjunction with the C-17 program; 
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2. All documents or other records from January, 1993 through 
July 1, 1993 referring or relating to a report or review prepared 
by the United States Air Force prepared on or about April 21, 1993 
and released on or about April 30, 1993 regarding the C-17 program 
and disciplinary actions tcUcen in conjtmction with the C-17 
program; 

3. All documents or other records from January, 1993 through 
July 1, 1993 referring or relating to the decision and annoimcement 
of April 30, 1993 by Secretary of Defense Les Aspin regarding the 
C-17 program euid disciplinary actions taken in conjunction with the 
C-17 program; 

4. All documents or other records from January, 1993 through 
July 1, 1993 referring or relating to disciplinary actions taken 
in conjunction with the C-17 program, to the extent these documents 
are not contained in the response to Request No . 3 ; 

5. All documents or other records from November, 1992 
through July l, 1993 referring or relating to meetings, 
conversations, or other communications among officials of the OSD 
and the Air Force regarding the C-17 program, including but not 
limited to communications among Secretary of Defense Les Aspin, 
Deputy Secretary of Defense William J. Perry, Under Secretary of 
Defense (Acquisition) John Deutch, Rudy DeLeon, Nora Slatkin, DoD 
Inspector General -Derek_Vander Schaaf, Acting Secretary of. the. Mr 
Force Michael Donley, or Air Force General Counsel Myron H. 
Nordquist . 

6. All documents or other records from January, 1993 through 
July 1, 1993 referring or relating to meetings, conversations, or 
other communications among OSD, Air Force or other DoD officials 
and Members of Congress and their staffs, including but not limited 
to U.S. Rep. John Conyers (D-Mich.) and his staff, U.S. Sen. 
Charles Grassley (R-Iowa) and his staff, and staff members of the 
House Government Operations Subcommittee on Legislation and 
National Security, regarding the C-17 program and, in particular, 
referring to the DoD IG Report of January 14, 1993 regarding the 
C-17 program, the Air Force report prepared on or about April 21, 
1993 and released on or about i^ril 30, 1993 regarding the C-17 
program, and the memorandum dated April 29, 1993 from Secretary of 
Defense Les Aspin to the Acting Secretary of the Air Force 
regarding the C-17 program. 

» 

Since the C-17 program has been the subject of significant 
public interest , I request the Department and its branches disclose 
any records which they have discretion to release, even if there 
is no legal obligation to disclose those records. 
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I am aware that fees may be charged for the direct costs of 
search, duplication or review, and am prepared to pay such fees. 
However, I request that you notify me prior to incurring such costs, 
if the fees will exceed $500.00, and provide us with an estimate, 
of such fees or to arreuage for review of the documents in lieu of 
duplication. 

If this request is denied in whole or in part, please justify 
each and every withholding or deletion by reference to a specific 
exeitiption set out in the Freedom of Information Act, and state the - 
reasons and other required information for such exen?)tions. If, 
in your view, any of the requested material is exempt from 
disclosure under the Act, please release all segregable portions 
of this material, as provided in the Act. We reserve the right to 
appeal any decision to withhold or delete any requested 
information. 

Please call if you have any questions regarding any aspect of 
this request . 




Sincerely yours 



E. Mark Bradeh 
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Statement of John Deuteh 
Under Secretary of Defense for Acquisition 

. TO the Senate Armed Services Committee 
Subcommittee^ on Regional Defense and Contingency Forces 

on Mobility Requirements and Programs 
June 22, 1993 



Mr. Chairman and mtmbers of the Subcommittaa, thank you for the 
opportunity to testify today on mobility requirements and programs. I will review 
our requirements, indicete the proflrams that are underway to satisfy those 
requirements, and update you on recent events on the seallft and C-17 programs. 
The new team at the Defense Department Is eager to share Its views with you. 
We have recently reconsidered our mobility needs in the context of the Bottom*Up 
Revievy^. We have buHt on the early work of the Mobility Requirements Study 
(MRS! end have found Its conclusions to be generally valid for our new strategy 
and the forces we expect to propose. 



Requirements 

The MRS originated with the National Defense Authorization Act for 
FY 1991. Congress tasked the Department of Defense to determine future 
mobility requirements for the Armed Forces and to develop an integrated mobility 
plan, in both the determination of the requirement and the formulation of the 
integrated plan, the MRS took into account a number of interreleted factors, 
including potential threats, warning time, allied participation, overseas bases and 
access rights, and availability of commercial shipping. Other factors, such as 
preservation of US civil maritime cepabiiity, defense budget pressures, and lessons 
learned from the Persian Gulf war, were also considered. 

The study effort began v/ith analysis of logistic and warflghtlng aspects of 
potential regional crises or contingencies set In 1999, In the Middle Eest or Persian 
Gulf, on the Korean Peninsula, in Europe, In Southeast Asia, In the Western 
Hemisphere, and finally two concurrent regional contingencies beginning 
sequentially. In addition to scenario-based analysis, the study closely examined 
the experience gained In the Operation Desert Shield/Storm deployment and applied 
it to future requirements. In general, the study concluded that the deployment had 
been a success, but that limitations in mobility forces had Imposed considerable - 
risk. In the future, the United States must be eble to deploy Ks combet power 

-r. 1-1 i.ri ipIin!-'-r jn-1 -Vilh ? TTOTft f'*'*"f* -•""pftf* ♦hfft^nhQUI the force 
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Th# requlramtnt for mobility forces Is derived from the Middle Eest or 
Persian Gulf scenario, e dennandlng scenerlo In • region where vltel US Interests are 
clearly at stakn. The capability to handle the Middle Bast or Persian Gulf scenario 
with moderate risk will, be adequate for any other major regional contingency. In 
eddltlon. amphibious lift and airlift components of these forces can handle lesser 
regional contingencies with no more than moderate risk. 

TO meet the total mobility requirement, the Department of Defense 
developed a plan, as described In MRS Volume I published In Jsnuary 1992. of 
which the me)or components are: 

0 To acquire - through new construction end conversion - edditional seallft 
capacity equal to 20 large (380.000 squere feet (sqft) total capecity and 
300.000 sqft capacity for preposKlonIng configuration), medium-speed 
{24-knot sustained) roll-on/roll-off ships (LMSRs). In addition, to lease two 
container ships (2,000 Twenty-Foot Equivalent Unit (TEU) container capacity 
'each) for preposltloning. 

o To deploy an afloat preposltloned package of epproximately 2 mjlllon sqft of 
Army combat and combat support equipment. This package will be carried 
on nInelMSRs In the preposltloning configuration. In the near term, Interim 
preposltloning ships will be used until converted and newly constructed 
ships are delivered. This edditional force, added to the quick-reaction forces 
already In the DoD program, will provide an adequate cepablllty to respond 
In force within the first few weeks to eny single reglonel crisis that threatens 
US Interests. 

0 To add 3 million sqft of surge seallft capability for the rapid deployment of 
heavy Army divisions and support from the United Stetes. This capability 
will be provided by 11 of the LMSRs In high reedlness. When added to the 
eight fast seelift ships currently maintained by the Military Sealift Commend, 
this will provide adequate capability to deploy rapidly from the United States 
In a regtonal crisis. 

0 To expand the Ready Reserve Force (RRF) from the current 96 ships to 140 
ships (of which 102 will be dry-cargo ships) and to Increese the readiness of 
the fleet. 

o To continue the C«17 program to Improve the elrllft component of streteglo 

mobility. 

0 To Improve other specific components of the trensportetlon system within 
the Unhed States to move combat and support units from their peecetlme 



MRS Volum« II wat delivered to the Conoress on Juno 11. 1 993. It 
provldea backup for the requlrementa and plan developed In Volume I and provWM 
additional analVsls on: the concurrent aequantlal scenario, Ready Reseryj Force 
siting and resdiness, and European enroute basing Infrastructure. It neither revise* 
MRS Volume I acqulsWon recommendations nor provide additlonalonea. 
Volume III Is currently In development and will cover Intratheater lift, the need for 
container and tanker ships for austalnment requirements. Marine Corps afloat 
follow-on echelon requlrementa. and add enroute basing infrastructure. Volume III 
Is scheduled to be completed by the end of 1993. 

Questions have been aslced whether the Bottom-up Review, naaring 
completion, will modify the recommendations of MRS Volume I and the current 
acquisition plan. We are continuing to look at mobility requirements in the context 
of the Bottom-Up Review. Although our examination is not complete, Pjwwt 
Indications are that no reduction In our military mobility requirements w«l result 
from the review. Fundamentally, this is because the MRS requirements (to deploy 
a force to a single demanding scenarto In a short period of time) are based on 
analysis reflecting the post-Cold War era and tha MRS's approach was consistent 
with the Bottom-Up Review. 



Dry Cargo Seallfl 

At the end of fiscal year 1993. our military dry cargo sealift will include 
eight fast sealift ships, thirteen maritime preposHionIng ships Ifor the Marine 
Corps), and nine afloat prepositloning ships (for the Army, Navy, and Air Force). 
Addltlonaliy. we will have 93 dry cargo ships In the Ready ^^^^fj'^^^ 
Flag, effective US controlled, and allied shipping are also available for military use. 



Sealift Acquisition 



The status of the sealift acquisition plan Is as follows: Over the past year, 
we have made significant progres* toward Increasing the «t;o" • 
capabilities through a combination of an aggressive / ? ATil^t.^ i. 

fncreased readiness levels of our ••alift f^tet. P^^mI^ MRS T^^^^^^ 
based on the In-depth analysis provided by Volume I <>i^^^«J^««» '^•^ P'*" 
for meetino the MRS requirements la described In the Stretegic Seehfl 
ImDtementSt^oJ Plan (SSIP) which was forwarded to Congress by the Secretary of 
he Na>^^^^^^^^ The MRS celled for deploying an afloat 

rTfLfl! Woned Dackaoe of 2 million square feet of Army combat equipment and 
SXt and a^^^^^^ m llton square feet of surge sealift capability to permit repld 
dXmentVf Army combat equipment and support frorn tha contlnej^^^^^^^ ™ 
added cepabinty would be met by acquiring approximately 20 notional large. 
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medlum.$peed (24 knoti roH-on/rolMf »hlp» (IMSfU). 

Executive Afltfit for fnwnng that [^•g 'SV^^^^^ phase, throuah tht > 

hat moved ahead qolcWy Into the ^"^^^R^^^^^^ contractt on r 

award of both cottveriten "•J^'JJ"^^^^^^ manaoamant- 

October 30, 1992, and N<»X*'" InavSEA) Shl^^ wlH be purchased and 
of the Naval Sea Sv^tams ^Command (NW^^ p^^^^^ meet the. 

converted or be nev. •'^^^^^^ based on 

need for additional aeallft. ^ha c""J"^';f X^^^^^^ built ships for conversion, 
congressional limitations for a ^^^.Z b^it\r^6 tv^o US. built ships) 

Is for a maximum of seven c<>'»>'*'^^t?ri^^,^^^^^^^^^ of eight U.S. shipyards 

and approximately fJ^^^X^in^^^^^^ ^^'^ '''''t''^ 

are participating In the conversion of seallft surge and 

engineering designs for new ^St "^^^^^^^ conversion 

pre'posltionlng "WPJ. »tl. jnt^^^^^^^^^ by September 1993 

of existing ships by July ano lo^^^^ congress. In addition. Class 

using the 12.5 Wl«0" alre'dy .^^^^^^^^^^ equTmant will be procured 

Standard EQulpn^e'^tjCSE) for cargo ^^^^^^^ j^^,^^ equipment. 

separately and provided to 'Jif "'^^^^^ equipment on f^arch 29, 

The CSE contract was awarded ^' ^^^•/^J^^*^;^^^^^^^^^^ options for the remaining 

ships in FY 1997. 

commercial, "«n-<'»r'°r '"'t'lt^i^ino^^^^^ » P'O"'" . 

gequlsltlon prpcest h»v» All eon.truction. «n«f»tten, end 

qulcKly than '""j^X'ffl^K .Wpyard. to h..p maintain 

rSTXuCrS CX-baa/a. a nation., datan,. a..... 

Iitterim Prepositloning 

Th. Oapanmant wilUI>on^^^^^^ 
prepositioning program that ♦•'^a" 'J^^^^ provide an afloat 

rojrrr^rCK:^' * ,o, th... .h-p. . 

being determined. 
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Ready Rttttrv« Foret 

Readv Rasarvt Force IRRFl expansion it proceeding. We have^procored 12 
of the nom W^^^^^ »WP« recommended by the Mobility RequU^^^^ 

studv TheTeadlneae of the fleet hat been enhanced by major upgrading of ^ 
materiauo^^^^ when they were returned to the RRF from Operation 

Desert Shield/Storm duty. 

CONUS Mobility Improvements 

CONUS mobility Improvements are underway. The Army Is In the procesi of 
procuring approximately 1 46 of the 233 heavy-Hft railcar. ^^^^^^JT^J^^^^^ 
Jtudv Improving our use of containers has been a cent nulrjg Department priority. 
nM,tnn i«rci«i Twm Solrlt we moved an emlre Army signal battalion using 
cor^^zlt^t -^^^^^ containerized ammunition facility haa been 

davalop^d. 

Commtfdil SuNIt 

Tl» SMBtt pfogr»m f«!ommend«d in tht Mobility R.qulr»mw«» Study (MRS! 
did not d!p" . . th. M.rttlme AdmlnI.tfatlon'. prolMtion of th. Mure e.pi.bmjr 
S thru « wmmercl.l-...Hft teUo called thrU. S. Flag) flMt That pff^aten. 
bain lilted into queatlon dua to .obsaquant davalopmanU. Tha Oaparfmant 

r P S^sal 'rpi; of\hU affla 000 1. datarmlnln. th. Impaot of a d«llna m 
thA fleet on Its ability to meet the sustalnment requiremenu of the MRS. DOD is 
J^so rev lewlig the costs Tnd risk, of alternative weys of acquiring an adequate 
capaWHr-Sls effort Is expected to be completed soon and will be updated. If 
necesseiv. to reflect the results of the Bottom-Up Review. 

Airlift 

*♦ tK- .nrf fif fiscal vear 1 993. our military Interiheater (or strategic) airlift 
authorized f J^'' ~ ^w.-^ may be called upon In e contingency. Tht 
lpj,a*!:.lf ^ CRAf 2« tong-rang. paasangar oUeraft whW, 



provides 140 million passenger-mllet per day (MPM/0) . Our Ir^tratheatar (or 
theater) airlift lr^cludas,402 PAA C-130S and Is also planned to decrease e« the C- 
17s become operational. 



C-17 Program 

The C-17 airplane is intended to provided needed military cargo airlift for the 
next severel decades, replecing the existing C-141 airplanes. It Is expected to^ 
have a capability, now provided only by C-130 aircraft., to land on austere fields. 
Current plans caii for procurement of 1 20 eircraft with a total program cost of 
approximately 40 billbn dollars. 

The C«17 program has been a troubled program almost since its inception; It 
is substantially over Initial cost estimates end behind schedule. The program has 
received sharp congressional criticism and criticism from the Inspector General of 
the Department of Defense. Much of this criticism is deserved. 

Secretary Aspin, Deputy Secretary Perry, end I believe that our approach to 
the C-17 program is especially important beceuse H will define for Congress, tht 
Dublic. end the defense contracting community how we will manage the 
department's major acquisition programs. The hellmarks of our epproech are 
candor and accountability - candor about the status of the program and 
accountability for meeting cost, quality, and schedule milestones. 

On April 30, 1993, 1 chaired a Defense Acquisition Board (DAB) review of 
the C-17 program. We found that the prime contractor, McDonnell Douglas 
Corporation (MDC), has made progress in engineering and _ ^ 

development (EMO) and producing early airplanes in Lots I, II, ^''^^IJ^^^pJ'l^^ 
have been delivered. Including the first operational C-17, which was delivered to 
the Air Mobility Command on June 10, 1993, and began »nWal squadron 
operations at Charleston Air Force Base, South Carolina on June 14, 1983. 

However, I cannot report thet this program J?'"^^^ 
flood health. While I believe MDC can continue to deliver 0-17 at planes, their cost 
and schedule are highly uncertain. Accordingly, we face two choices - both 
unattractive: canceling the 0-17 or beginning a difficult "work-ouf program. 

Wa believe thet we have a firm basis for a need for new elrllft capability, 
indeed, the analysis of regional contingencies in the Bottom-Up Review essumea In 
everv case the availability of flexible airlift with small austere airfield capablBty. 
ZVitsZ'Zx a military requirement exists for the airlift "Pa^HW^^^^ 
must be met by the 0-17 or some alternative. Note that, although the 0-17 to not 
rpecincaS/belXfl reviewed In the Bottom-Up Review, ea other programs are. It has 
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b«en and continues to be lubject to Intensive review. 

A complete cost and operational effectiveness analysis (COEA) for tho C-17 
prooram, In accordance with congressional requirements, will be available for ■ 
previously scheduled DAB review In August 1093. Th« COEA vvlll explore the * 
available alternatives reopening the W tine, replacing the C-U1 wings to _ 
extend aircraft life, end acquiring commercial aircraft to meete portion of the aiflifl 
requirements after a core military airlift requirement is met. T"* COEA vjrtlf 
evetuate these alternatives In the most demanding scenarios of the Mobility 
Requirements Study and will determine the cost throughput, and other important 
characteristics of the various arternetlvea. 

Because the airlift capability Is needed and as yet no rnore economical 
alternative for meeting this requirement has been Identified. I decided, after the 
April DAB review, not to recommend cancellation of the C-l? program to Secretery 
Aspln end Deputy Secretary Perry. Rather, I Initiated efforts, starting in May and ^ 
running until the August DAB review, to better understand JV-fJT? i« 
the most glaring weaknesses of the current program. The weaknesses Wentlfled In 
the April DAB review Include, but ere not limited tor 

0 technlcel risk In flight test softwere and avionics Integration 

o structural deficlenclea^on wings, fisps, end slett 

o Inadequate allocation of engineering and manufacturing personnel 

0 tack of definltlied contracts 

0 uncertainty of flight test program requirements 

0 labor bumping from the McDonnell Douglas commercial work force. 

Accordingly. I directed the Secretery of the Air f^rce to take several specific 
actions by August 1 in anticipation of the August DAB. These actions include: 

1 . Resolving malor outstanding Issues on the current full-scale development 
contract. 

2. Deflntttelng the Lot IV contract and Incorporating a ^^^J^ 
the FY 93 Lot V and FY S4 Lot VI advance procurement contracu - ell of 
which have been accomplished. 

3. Restarting the static wing test, after the Air Force assures us that the 
test article Is representath/e of e production wing. 
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I want to atrass that theaa malor actlont by thamaalvaa will not ba aufficlent 
to lustify flolno forward with tha C-1 7 program. I Intand to ravlaw tha program at 
tha AuQuat DAB. taking Into consldaratlon: (1| tha complatlon of tha actlona that 
are dirtcted tc^ tha Air Forca and MDC, (2) tha findings and racommandattena of 
the DSB Task Forca, and (3) tha raault of a thorough COEA that axamlnaa 
altarnativa mixia of aircraft fleata. At that tima. I will cor«ldar a full rangaof 
options for tha futura of tha C-1 7 program. Including tarmlnatlon. a maior 
manaaemant rastructurlng, or continuing the work-out with tha current contractorj 
and I will make a racommandatlon on whether to continue tha CA7 program to 
Secretary Aspin and Deputy Secretary Parry. 

Summary 

Thank you for this opportunity to present the department's views on 
mobility requirements end the status of the C-l 7 end other programs to the 
Committee. I believe that we must forge a partnership with this Committee end 
the Congress to ensure that we are eble to meet our mobility requirements for the 

future. • 
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THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. DC 20301*3000 

MEMORMTOUM FOR SECF2TARY OF THE AIR FORCE 

SUBJECTi C-17 Def«nst Acquisition Board Pr«p*r«tion 

At th« recent Defense Acquisition Bo*rd ^^•^^^ 
Force stated thet there has been in^P"vey;nt SJ/Jlvf^ii. orobl«ns 
development progrwn a«d that ^^JSjJ^Jli.^J^.Sf 'b^Jj^K 51 

.re behind us. I do J^J jgree wxth J^Jj^J ;«J^•:Uin^^ch:d^?••. 

2 Sm reconJnend whether or not the. program should continue. 
By August 1. I nted the Air Forco toi 

. p^c---ner.d i rekelution o£ major outstanding issues on 
contract 733€fT-5i-C-2108* i«cludingi 

.."revised ranffe/payload specification values tha^-sfeet 
current eper»'-ional requirements, 

• .. -iele-.isr. c£ any specification requirements you consider 

urj:iec«s»sr/» 

ir.clusitn in the contract of all current testing 

consideration for Uto delivery of C-17 aircraft 
p>5. and 

resolution of the sustaining engineering cost 
classification issuo. 

. Oefinitise tot IV and incorporate not-to^^^^ prices in 
the advance procurement contracts for Lots V and VI. 

• Identify a source ti fund Lot III to ceiling. 

^ Finally, j:^,-'\-*irr%^^^^^^ 
SlSj'SttrpiJi^tSrclirecih^^ — 
on the durability test wing. 



22 '93 1S:35 



PASE.au 

FROM OftSD/LEGISLATlUE APRS 



. . 1, . copy o« tbt UWM I ^'''fhJ'JJ.p, th4t 
Attached I* '.fSJ'yeu to •4vi»t »• on 



Attachment 




ohn H. Deutcb- 



D€C 22 '93 16:35 



FROM OfiSD/LEGISLATIUE APRS 



PAGE . B 1 2 




THE UNDER SCCRETAKY OP DEFENSC 

WAfMiNGtoN.oe met 



KEMORWDUH FOR GGhfi^NDDl, DEFENSE CONTRACT MANXGEMED^T COMMAKD, PZA 
SUBJECT: C*17 Delivery Schedule Assessment 



X plan to conAjct e Defense Acquisition Board (DABJ rsview of 
the C-a7 in August. In support of that DA8# I will need by August 1 
your assessment of vhen C-17 aircraft through P-16 will h% 
dtlivered. This should Includ* an advisory on the status of any 
defi-tfiencies on those aircraft. Pltase also provida »• information 
on whether McDonnell Douglas. Corporation it providi/jg adeqoata 
staffing and production equiproent to tha C-17 progran. 

Attached is a copy of a latter X have stnt to McDoi^tnen Douglas. 
• I would like you to advise m% on the steps McDonnell Douglas i» 
taking in response to my lattar. - • ■ — — • 
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THE UNDER SECRETARY OF DEFENSE 

WASMINCTON. OC *0301»»000 



* 



pear Mr. McPonneXl« 



Tht Department ^f^J^^^'f.JJS thla review, we are 

review o£ ;?«""^^» 

convinced that HcDonneU DOWJ^ ^^^^ ^^^^ ?^«*''";!^.rt 
ftcti©a to ensure that JJ* •^'TSVitronfl reeoXve ©n the part of 
^S^irementa. ^5^1 Jlnaglmint to meet contract . 

McDonnell I><>««i;!J?5Krly i^SisSu, .pecificatiw** testing 
retjuirementt. K^J^J^piigiLft cannot bo continued. 

... Shall conduce^- Defen..^^^^^^^^^^ 
the C.17 in August to^-deterndne progx^a 

on the specific actions "»^ed beJo ^^^P^^^ 'nr^^in^aara^ 
will be a maior f»"c?*7"^45^s«. cooperation is an integral 

continuat|on^o£^the^C^i7.P^^9 



specif i 
directions. 



out by July 15 ?^/*Jf;JSSal? and contracting *2J L 

techScal, testing. Jinjnci^ taXen by 

recommendations on any ^nt. 

the contractor and 9 ^ strengthened »-nagem.nt of the 
(3) we must >»*ve your plan^fcr^Jtre^^^^ engineering 

c-17 prograa. inc^^^^'^^^t?! contract requirements are met. X 
WoSLSSnt. to iSfpiS^ 5u^5 15 to provide to th. 

would like your management px*" 



review tcaa. - ^^r^r»m 
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OFFICE OF THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. DC 20301 



June 8, 1993 



ACQUISITION 
(AFI/AMI 



MFMORANDIM FOR INSPECTOR GENERAL, DEPARTMENT OF DEFENSE 
MEMORANDUM FOR JLWbjr, j^^j^j^^qj^^ ACQUISITION MANAGEMENT 

DIRECTORATE, OFFICE OF AUDITING 
SUBJECT: C-17 Program Acquisition Decision Memorandum (ADM) 

Per my memorandum of May 18, 1993; please find attached the 
C-17 program ADM dated May 21, 1993, with its attachments. 




Gene Porter 
Director, Acquisition 
Program Integration 

Attachment 




THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. DC 20301-3000 



«Tu^ MAY 2 11993 

ACOOISmON 



MEMORANDUM FOR SECRETARY OF THE AIR FORCE 

ATTN: SERVICE ACQUISITION EXECUTIVE 

SUBJECT: C-17 Acquisition Decision Memorandum 

On April 30, 1993, the Defense Acquisition Board (DAB) met 
to review the C-17 program in accordance with the memorandum at - 
Tab A. Presentations on the following subjects were made:* 

- Alternatives, requirements, and cost effectiveness (J-8 of 
the Joint Staff) 

- Program review (Program Manager) 

- Contract alternatives (Program Executive Officer) 

The Strategic Systems Committee had previously recommended that 
the current program continue to be supported, pending a DAB 
review in August 1993. 

Because I will not^ have a C-17 COEA until August 1991, , II. 
plan to conduct another DAB review of the C-17 in August, after 
which I will recommend whether or not the program should 
continue. 

In order to support the August DAB: 

- The Secretary of the Air Force is to take the actions 
specified in the letter at Tab B. 

- The Commander, Defense Contract Management Command, DLA, 
is to assess the aircraft delivery schedule and provide 
additional advice in accordance with the letter at Tab C. 

- The Chairman and Chief Executive Officer of McDonnell 
Douglas Corporation has been asked to submit his plan for 
strengthening management of the program and a ceiling on claims 
against the development/Lot I/Lot II contract (Tab D) . 

- A high-level, independent, government- industry C-17 review 
team has been established to report to me prior to the August 
DAB. The terms of reference for this review are at Tab E. 



2 



The August DAB will also address the following Congressio- 
nal ly mandated matters: 

- An assessment by the Joint Requirements Oversight Council 
(JROC) of the adequacy of the requirements for the C-17 aircraft. 

- Analysis by the Institute for Defense Analyses of the cost 
and operational effectiveness of the C-17 program taking into 
consideration complementary mixes of other aircraft. 

- An affordability assessment of the program supported by 
the Cost Analysis Improvement Group. 

Termination liability funding may be provided as follows: 

- Lot IV: No additional termination liability funding may 
be provided until the priced contract for Lot IV is executed. 

- Lot V: No additional termination liability funding may be 
provided until: 

The Air Force executes a contract modification 

providing for a not-to-exceed (NTE) price for Lot V. 

The Air Force presents for my approval, direction to 

Air Force contracting personnel stating that advance 
procurement funding for each annual buy shall be provide on 
a separate new contract rather than on a long lead time 
amendment to an existing contract. 

After my approval. Lot V termination liability funding may 
be provided through August 1993. 

- Lot VI Advance Procurement: Termination liability funding 
may be provided for Lot VI through August 1993, consistent with 
congressional authorization and appropriation for Lot VI advance 
procurement . 



Attachments 
cc: 

DAB Members 
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THE UNDER SEtKfci aky at- uc4-«^* 
WASHINGTON. CX: 20301-3000 
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WR 1 '''' 



MEMORANDUM FOR MEMBERS OF THE DEFENSE ACQOISITIOH BOARD 
subject: C.17 Defense Acquisition Board (DAB) Program Review 

^ » 1 tn T would like to conduct a thorough review of r 
i:he o?Sa^am inc^idLn reiiok at our military airlift needs, anr 
the program inc^^^jjj^- the C- 17 best meets those needs, a 
examination «*»«?*^^-S^ements^at drive cost and that could 
delineation o^^^T^T^^tS^^Sd a presentation of alternative 
^on^^^olT^ liSe the following organizations to 

address these significant matters: 

r^ir^i- <;fraff- Is the requirement for airlift, as stated in 
i^^MSbifSf Requirements Study, still valid? What other 

Sncepts if depSy»^^ be employed that wouW i^ 

concepts^oi tirnatives viable? As compared to other 

diefSe C-17 remain the most cost-effective 
alternatives, does requirements (to be addressed in 

ir«^^o. What are the current estimates of performance, 
^e^niSfaid ^SduSion risk, cost, and schedule for this 
nr^aS? Save solutions for known technical problems been 
devHoSed' I^e there any C-17 specif ication requirements 
sit could- b^el-iminated or reduced (to be addressed in 
SnjuSc^i^n with the Joint. Staff)? "J-^^^'S^^Ihe 
takL to f-ngthen program m^^^^^ 

IZ^^ (?o brSdressed S^con^Lction with Defense 
Procurement) • 

- Defense procurement: Can the contractor continue to 
perform in light of its financial situation? 

The Director, Strategic and Space Systems, will coordinate 
preparations for this review. 

i . ■ 




THE UNDER SECRETARY OF DEFENSE 
WASHINCTON. OC 203OI-3000 



II May 1993 
ACOuasmoN 

MEMORANDUM FOR SECRETARY OF THE AIR FORCE 

SUBJECT: C-17 Defense Acquisition Board Preparation 

At the recent Defense Acquisition Board (DAB) review, the Air 
Force stated that there has been improvement o^^^^ne C-17 
development program and that major technical and schedule problems 
are behind us. I do not agree with this assessment, because we 
continue to see late deliveries and lengthening testing schedules. 
I plan to conduct a DAB review of the C-17 in August, after which 
I will recommend whether or not the program should continue. 

By August 1. I need the Air Force to: 

. Reccn-jnend a resolution of major outstanding issues on 
contract F33c3"-31-C-210a. including: 

revised range/payload specification values that meet 
current operational requirements, 

.. deletion of any specification requirements you consider 
unnec ess a.ry . 

inclusion in tjie contract of-all current testing^ 
requirements, 

consideration for late delivery of C-17 aircraft P-4. 
P-5. and P-6, 

resolution of the sustaining engineering cost 
classification issue. 

. Definitize Lot IV and incorporate not-to-exceed prices in 
the advance procurement contracts for Lots V and VI. 

• Identify a source to fund Lot III to ceiling. 

Finally, you may restart the static wing test, after you 
provide me assurance that it is representative of the production 
wing with permanent corrections. I would like the same assurance 
on the durability test wing. 



^ 1 - T uskxr^ senC to McDonnell 

Attached is a copy of the letter I ^^^^j^|^^^eps that. 
Douglas. I would like you to advise me on ^« 
McDonnell Douglas is taking in response to my letter 

I insist that the highest ^-^^^f ^^^^If^^^^o'^^i:? which can 

focused on improving the "l^^^^f???^ ^f^'^^l contractual 
only be demonstrated by the fulfilment of contract 

commitments . 





Deutch 



Attachment 
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THE UNDER SECRETARY OF DEFENSE 
WASHINGTON, DC Z030I 



11 May 1993 



ACQUISITION 



tffiMORANDUM FOR COMMANDER, DEFENSE CONTRACT MANAGEMENT COMMAND, DLA 
SUBJECT: C-17 Delivery Schedule Assessment 

I plan to conduct a Defense Acquisition Board (DAB) review of 
the C-17 in August • In support of that DAB, I will need by August 1 
your assessment of ^en C-17 aircraft P-7 through P-16 will be 
delivered. This should include an advisory on the status of any 
deficiencies on those aircraft. Please also provide me information 
on whether McDonnell Douglas Corporation is providing adequate 
staffing and production equipment to the C-17 program. 

Attached is a copy of a letter I have sent to McDonnell Douglas. 
I would like you to advise me on the steps McDonnell Douglas is 
taking in response to my letter. 




; John M. Deutch 



Attachment 
As stated 
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THE UNDER SECRETARY OF DEFENSE 



WASHINGTON. OC 20301-3000 



II May 1993 



ACQUISlTtON 



Mr. John F. McDonnell 

Chairman and Chief Executive Officer 

McDonnell Douglas Corporation 

P.O. Box 516 

St. Louis, MO 63156-0516 
Dear Mr. McDonnell: 

The Department of Defense has just completed an initial 
review of the C-17 program. Based on this review, we are 
convinced that McDonnell Douglas must take immediate aggressive 
action to ensure that the comp2aiy will meet contractual 
requirements. Unless there is a strong resolve on the^part 6f 
McDonnell Douglas corporate management to meet contract 
requirements, particularly schedule, specifications, and testing 
requirements, the C-17 prograim cannot be continued. 

We shall conduct a Defense .^Acquisition Board (DAB) review of 
the C-17 in .^^ugust to determine progress made by the program and 
on the specific actions listed below. Completing these actions 
will be a major part of my decision on whether to recommend 
continuation of the C-17 program. Your cooperation is an integral 
element of all these actions. 

(1) I am di reccing _the Secretary of-~the Air Force to take ^ 
specific actions by August 1. Enclosed is a copy of the 
directions. 

(2) I have established an independent review team to carry 
out by July 15 an assessment of McDonnell Douglas production, 
technical, testing, financial^ and contracting issues and to make 
recommendations on any additional measures that should be taken by 
the contractor and the government. 

(3) We must have your plain for strengthened management of the 
C-17 program, including specific manufacturing and engineering 
improvements to ensure that contract requirements are met. I 
would like your management plan by June 15 to provide to the 
review team. 

(4) I am concerned about the claims on the C-17 program. 
McDonnell Douglas has filed approximately $425 million of claims 
and your corporate officers have said you will file substantial 
additional claims. The Department has underway a Cost and 
Operational Effectiveness Analysis on the C-17 and other airlift 
alternatives. We intend to include the cost of claims in the C-17 



-•price for this purpose. T^^^J^?^^' J,^^gtas plans to submit 
•total dollar value of _claxnj McDonneU ^ ^^^^ ^^^^^ 

against contract F33657-81-C 2108 y™„^j.ract for events 

will be no additional <=l*^"%^?*^!^jS^^***^Tis the date that we 

occurring on or before August 1. l^^^. which is 

request you submit the claims limit statement. 

we have a strong operational >^e<I"i'^;j^f^^Jj[ SSuglal^to build 
airlift. Without the full commitment °f ^ali?y 
^he C-17 efficiently, on time, and to the ^ 
stLdaids! we ttll h;ve to meet the requirement with an 
alternative to the C-17. 



Sincerely, 



Enclosure 





John w. Deutch 




THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. C5C 2030I-3000 

11 May 1993 

MEMORANDUM FOR CHAIRMAN, DEFENSE SCIENCE BOARD 

subject: Terns of Reference-Defense Science Board Task Force 
on C-17 Review 

^ou are requested to organize ^ fj!??! ^^e""* 
Task Force to assess the current status of the C 17, the 
^on^rlcirr's capahili^^^ 

development and transition int^ -nsure such success and reduce 

following functional areas: 

- Systems engineering (hardware and software) 

- production transition and Manufacturing Processes 

- Ground and flight testing 

- Financial management 

- Contracting 
Project Management 

Topics to be covered should include, but not be limited to, 
the following: 

o What are the principal areas of risk? How can this risk 
be properly fnanaged? - 

o What steps must the contractor take to assure 
satisfactory program execution? 

o What steps must the Government take to assure 
satisfactory program execution? 

o Are adequate resources (e.g., manpower, toolir^?' 
automated management systems) available and being 
properly applied? If not, what additional resources 
should be applied, and how much would they cost? 

o Are schedules realistic? If not, how should they be 
revised? 

o IS progress tracked by appropriate nvetrics? If not, what 
are the appropriate metrics that should be employed? 

o What is the status of integrated process and product 
development? 



o considering the P'^es®"*^^^^^^® ° h« made ?o significantly 
contractual changes ^hat^should be made t g 
reduce cost? If so, what are these change 

The study will be ^PO^n-^tr^V^lurrSan rnHai^i General 
Defense <Acqpiisxtxon . Mr Robert^A fu ^ ^^.^^^ ^^^^ 

James A. Faxn, Jr., "^AF, will serve ^ Director, 

Force. Mr. Ronald Mutzelburg^of the fJlH H^^^ Secretary and 
Strategic & Space Systems wxll f ^f'J^l^^^f l^i^nce Board 
Mr. John V. Ello will serve f ^^^^^f ^^11 p^Svide funding and 
secretariat representative. The USD (A) will P ^^^^^ ^ 

other support as '--y^f "^^"le lnd provide a final report on or- 
this effort as soon as possible ana provide 

about July 15, 1993. 

It is not anticipated that^the work -fig^^^^Jtion'o^^'' 
Force will cause any member to be placed m the position or 
acting as a procurement official. 




John M. Deutcn 





OFFICE OF THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. DC 203OI-300O 

April 20. 1993 

MEMORANDUM FOR SECRETARIES Ji^!^^ JJSJl^SSSIlVES 

ATTENTION: SERVICE ACQUISITION EXECUTlvts 

VICE CHAIRMAN r JOINT CHIEFS OF STAFF 

ASSISTANT SECRETARY OF DEFENSE (COMMAND, CONTROL, 

COMMUNICATIONS AND INTELLIGENCE) 
ASSISTANT SECRETARY OF DEFENSE (FORCE MANAGEMENT 

AND PERSONNEL) 
ASSISTANT SECRETARY OF DEFENSE (INTERNATIONAL 

SECURITY POLICY) 
ASSISTANT SECRETARY OF DEFENSE (PRODUCTION AND 

LOGISTICS) 

ASSISTANT SECRETARY OF DEFENSE (PROGRAM ANALYSIS 

AND EVALUATION) 
COMPTROLLER 

DIRECTOR, OPERATIONAL TEST AND EVALUATION 
ASSISTANT TO THE SECRETARY OF DEFENSE (ATOMIC 
ENERGY) 

DIRECTOR, DEFENSE INTELLIGENCE AGENCY 
DIRECTOR, ACQUISITION POLICY AND PROGRAM 

INTEGRATION 
DIRECTOR OF DEFENSE PROCUREMENT 
DIRECTOR, TEST AND EVALUATION 

DEPUTY DIRECTOR, DEFENSE RESEARCH AND ENGINEERING 
CHAIRMAN, COST ANALYSIS IMPROVEMENT GROUP 
- DIRECTOR, DEFENSE SECURITY PROGRAMS (C3I) 



SUBJECT: Defense Acquisition Board C-17 Program Review 

As indicated in the attached memoranduia, the Under Secretary 
of Defense (Acquisition) has requested that a C'l^ ^^f^n^e 
Acquisition Board (DAB) program review be held on Aprxl 30, 1993. 

A Strategic Systems Committee (SSC) meeting will be held 
from 1300-1600, Monday, April 26, 1993, in room 3D1019. 
Attendance is limited to one principal and one staff 
representative of each SSC member and additionally, the necessary 
briefers from the Joint Staff , Program Analysis and Evaluation, 
the Air Force, and Defense Procurement. Please provide the names 
of your attendees to Milton J. Minneman, USD(A)/StSS(AS) , x56188, 
FAX X37039, 3E139, by 1300, Friday, April 23. 




Attachment g-g?,^- '^^^'^^ 

cc: J-8/SPED Strategic and Space Systems 

PA&E/PF 
SAF/AQQ 
PEO(T/A) 

DP/ DSPS 



THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. DC 20301-3000 



'0- 



moN 



o„ *pril 30, I would m. tt^SSilaSTilJfmniS.: » 

delineation of 'fS"tSd a prSentation of altemativ. 

be reduced or •Ij"^""*?*' uld llXe the following organizatione to 

SSSrsftSSirffiicint natter.. 

- .oint Staff: Xs - S^iS^f^JS ^S^f'^S'atniSS ^ 

other'^airlift »l'f J-!? ^^ii t^ nost cost-effective 
alternatives, does the C IL^^i^nts (to be addressed in 

^r^^^iZ ^'^ ^ '^y-^' ' Evaluation,. 

- Air Force: »hat are 'be ^jnr^-tjjjat-^f ^P-'o^^^ 
technical and production "?'i^'{^io.l problens been 
program? Have =°i"*";^/^if^"ication requirements 
developed? We there any c ^' =P ,^ be addressed in 
that could '~ .?i^;"''5?t„rsS«)r What neasur-ss should- i.e 
conjunction with the Joi'J^^ -ent, both by the 

taken to strengthen program ^^^""^Iternative contract 
^"^l To S"aSfeSed S'Soi^^nction with Defense 
Procurement) . 

-irrll-in^-nis MarSSra^fonr--" " 
The Director, strategic and Space Systems, will coordinate 
preparations for this review. 





CO 



January 25, 1993 

00 

S .. -n-n 

The Honorable Les Aspin ub . 

Secretary of Defense o 5 

Department of Defense — * ^ 
The Pentagon 
Washington, D.C. 20301 

Dear 9« 

I understand that you have recently reviewed ^^^^part^t 
Defense Inspector General's report on the C-17 program. This 
is S de^IStaSiSS report, particularly in its strong criticism of 
officials at thl highest levels of the Air Force and at the 
hiahest levels of ^e McDonnell Douglas Corporation. Like the 
SiS^'J A-trfiaSco, this is a perfect case study of what is wrong 
2iS the defense acquisition system. I trust you will consider 
KrSrina a review of this matter at the OSD level, to be 
cS2dSc?Id by soSeoSe who is not involved with this matter in any 
SSy to detJrSine what laws and regulations were violated ,.x5P 
wtr responsible, and what actions should be taXen against the 
iSSividSals involved. Moreover, there undoubtedly are broader 
lessons that could be learned from such an inquiry. 

Further, the Subcommittee staff has been in touch with your 
staff todistuss an Air Force plan that apparently was arrived at 
iS^a ma?ter S hours on January 19, Secretary Donald Rice's last 
in office. The centerpiece of the plan is to hire Kathleen 
SS&c Sf ?Se tiw ii?m of Ki?kland and Ellis to review this matter 
forthe Air Force under contract. This use of an outside law 
firm for such seemingly sensitive matters is bizarre at best, 

tfthS ex?e^ that Kirkland and Ellis represent aw defense 
SntractSs, S. Kathleen Buck and her firm could well have 
SiSnificant conflict-of-interest problems. Moreover, she was the 
SeSral^unsel of the Air Force when civilian control was 
SSSeJed, SSich I believe led to many of the problems on the C-17 
program. As you recall, we were both concerned about this 
?eo?gani2atioi when, on March 26, 1987, we jointly wote to 
then-secretary of Defense, Caspar Weinberger, protesting the 
"streamlining" of Air Force management: 
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Thtt Honorable Les Aspin 
January 25, 1993 
Page 2 



^';t^:Sdrtj;s^eor«!;Kror» .ir..d, di.«i r.cord 

«5 ?iS«ncial and technical management of major 
S^iSiSiiS iS the Air Force due to inadequate or^ 
JtoS-existent cost and technical controls. The B-l 
debacle is only one example." 

The subcommittee plans to pursue a """^f .^f^JJ^^?^;. it if 

Thank you for your cooperation. If you have any questions, 
pleasfcSStH? MLsJs^je^srD.H. Stockton or Bruce F. Chaf in of 
the subcommittee st^ef-at (zu*) 225-4441. 



ncerely^ 




/ John D. Dingell 

Chairman - - 

Subcommittee on 
Oversight and Investigations 

cc: The Honorable Dan Schaefer 

ISS^mSf ii°S;Sr and Investigation. 




out HUNOREO THtRO CONGACSS 




Congress of the Hnited 3tates 

l^onsr of KqiresmanDts 

COMMITTEE ON GOVERNMENT OPERATIONS 
2157 Rayiumn housi Or»<Cf BuikOiNC 
WaSnincton OC 2051S-6U3 

January 21, 1993 



The Honorable Les Aspin 
Secretary 

Department of Defense 
The Pentagon 

Washington, D.C* 20307-1155 

Dear Mr. Secretary: 

The Committee on Government Operations will conduct an 
oversight hearing to examine the current status of the C-17 
Airlifter. The hearing is scheduled for Wednesday, March 17, 
1993, at 10:00 a.m., in Room 2154 of the Rayburn House Office 
Building. 

Specifically, ve are examining the financial and technical 
aspects of the program, as well as the conduct of Air Force 
personnel involved with the administration of the C-17. 

I _am .inviting_Mr. Michael B. Donely, Assistant Secretj^ry of 
the Air Force for Financial Management; Ms. Eleanor Spector, 
Director of Defense Procurement; Lieutenant General. Edward P. 
Barry, former Program Executive Officer; Major General Michael 
Butchko, former C-17 Program Manager; and Major General John M. 
Nauseef, former Deputy Chief of Staff, Air Force Systems Command; 
to present testimony to the Committee concerning the role of the 
Department of Defense in this major acquisition program. 

In order to prepare for that appearance, it will be 
necessary to have at least 25 copies of the testimony available 
no later than 48 hours prior to the hearing and 75 copies at the 
time of the hearing for release by the Subcommittee. Please send 
them to the Subcommittee at B-373 Rayburn House Office Building, 
Washington, D.C. 20515, to the attention of Cheryl Matcho, clerk. 

Thank you for your cooperation. 





THE leCRCTAIIV OF DCrCNBC 



WASHINGTON. THC DttTmCT Of OOUIMilA 



MEMOMNDUM rOR SSCRETARY OP TKB AZR FORCE 

SUBJECT: Inspector C«n«rsl's Report on Govsrnment Actions Concerning 
McDonnell Douglms Corporation Financial Condition During 
1990 



I am. troubled by the allegations* f indingsr and reconunendations 
contained in the Inspector (Seneral's report addressing actions taken 
by Air Force officiala from JUly through Deceniber 1990 on the C-17 
program. Before we decide on the steps the Department of Defense will 
take in response to the report* I would like your recommendations. 
Therefore, I request that you provide any additional factual 
information that should be consideredr along with your proposed 
response to the recommendation that disciplinary action be taken 
against five Air Force officialSi within 60 days to the Deputy 
Secretary of Defense i 

Since these individuala have not yet had an opportunity to 
respond to the report's findings, please provide each of them the 
opportunity to respond as soon as possible, but no later than within 
60 days . Additionally, mdlreet that before any personnel aetiens 
involving any of these individuals are taken you provide to me your 
analysis of the findings and any responses from the individual 
Involved. 

The Inspector General also recommended the Air Force initiate an 
Anti-Deficiency Act investigstion for C*17 progress payment request 
number 97. I direct that you conduct this investigation immediately. 




7S076 



THE SECRETARY OF DEFENSE 
WASHINGTON, THE DISTRICT OF COLUMBIA 



April 29, 1993 



^MEMORAMDOK FOR THE ACTIHG SECRETARY OF THE AIR FORCE 
Tramx Thm Seoratary of Defense 

Subject: Air force Reviev of tbe doo zaepeoter amnm^i 
Rtpcrt <m tHe c-i7 Aireref t CJeauiiS 147 if M? 

<.K- J^^^ff^^t the Deputy Inspector General released a reoort on 
^.J'^^ J^^^. financial condition of the m5d^1?2 

22^!«««„?^25**^if"- question. ^^T S; 

management^ and financial integrity of the C-17 ©roorMa a«5 

specifically about Air Force^ artione to provide^STancS? 

assistance to the Douglas Aircraft Company In iSn islo. ""''^•^ 

.« After reviewing the Inspector General's report, I directed th* 
Air Force to respond to the allegations. T&s Instwrtio^^ vil 
issued in my memorandum of February 19. *«sOTctxon was 

h..<.^*i**i,fff?i"**A''",.'" «>• «ll«9«tion5, the Air Force found no 
basis to ballev. that orl»inal conduct vas Involved In th. 
manage^t of the progra«. The facts presented^ dl?. it 

The Air Force also found that some management actions whiift 

srSe"lS'€^^"tr ^^^^^ 

ot tte system is the need for aeoountebility at all levels l5 S. 
S: ^iT,,"""; "ith «.a res^ibiUty ^ 



MBNORANDOM FOR THB ACTXK6 SECRETARY OF THE AZR FORCE 



Th« story of th« C-17 pregraa reflects an tinvilllngnass on 
th« part o< some high-ranking acquisition professionals to 
acknovladga program difficulties and to take decisive action. 
Without questioning the motivation of Air Force personnel, z must 
insist that program leaders understand their responsibilities to 
identify, early and forthrigfatly, significant program 
difficulties. Clearly, this was not done in the case of the c- 
17. 

Conpequently, Z direct that you take the follow actions: 

First, because the former program eanager has not 
demonstrated the judgment necessary for senior 
leadership positions, he should be relieved of his 
current duties. 

Second, the lack of judgment of four of the five 
individuals should be made part of their permanent 
record. 

Third, because Z have lost confidence that four of the 
five individuals identified in the Deputy Znspeetor 
General's report can be effective in acquisition, they 
should not be assigned to work in the acquisition 
management area. ^ , 

Knowing that both civilian and military Air Force personnel 
in the acquisition system are dedicated, capable professionals, 
I trust that this community will recognize that the motivation 
for my actions is to strengthen the acquisition system and to 
ancourage its efficient operation. 

Finally, it is apparent that allegations of misconduct in an 
Inspector General report also present difficult issues of 
fairness for the rights of those who worl^ii^|he Department of 
Defense. Therefore, Z am asking the D^T^ner^Counsel to 
develop procedures with the Inspector/General fowdealing fairly 
with individuals who are the subject |bf such repd^s. 




THE DEPUTY SECRETARY OF DEFENSE 
WASHINGTON. D C. 2030MOOO 



January 



1993 





MEMORANDUM FOR: SECRETARIES OFTMt MlfcfTARY DEPARTMENTS 
MEMORANDUM hUK. ^tv.^^^ SECRETARY OF DEFENSE FOR ACQUISITION 

ACTING INSPECTOR GENERAL OF THE DEPARTMENT 
OF DEFENSE 

SUBJECT: Recommendation to Deputy Secretary of Defense in Inspector General 
Report of January 14. 1993 entitled "Government Actions Concerning 
McDonnell Douglas Corporation Financial Condition During 1990 

The Acting Inspector General of the Department of Defense's report of January U. 
1993 entitled "Government Actions Concerning McDonnell Douglas Corporation 
Financial Condition During 1990" recommended in part that: 

" 1 The Deputy Secretary of Defense provide full authority for selection, 
promotion, evaluation and removal of Program Executive Off icers. Program 
Directors and program Managers to the Under Secretary of Defense for 
Acquisition for all major Defense acquisition programs." 

By DOD Directive 51 34.1 (September 30, 1992) and Deputy Secretary of Defense 
Memorandum of August 12, 1991 entitled "Strengthening Technology and 
Acquisition Functions," the Under Secretary of Defense for Acquisition has been 
delegated the authority to direct the Secretaries of the Military Departmente and 
the heads of all other elements of the Department of Defense on all matters of 
acquisition. The memorandum of August 12, 1991 also provided that: 

"The Secretaries of the Military Departments and the heads of other Depaftftrent 
of Defense components shall consult the Under Secretary of Defense for 
Acquisition prior to assigning an officer or employee to serve as a Program 
Executive Officer or a Program Manager, or reassigning an officer or employee so 
serving, for any program subject to review by the DAB." 

The Secretaries of the Military Departments and the Under Secretary of Defense for 
Acquisition shall submit to the Deputy Secretary of Defense (or in the absence of a 
Deputy Secretary, the Secretary of Defense) within 30 days of the date of this 
memorandum their views on whether to approve the Acting Inspector General s 
recommendation that the Deputy Secretary of Defense provide full authority for 
selection, promotion, evaluation and removal of Program Executive Officers, 
Program Directors and Program Managers to the Under Secretary of Defense for 
Acquisition for all major Defense acquisition programs. 



c 
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The Honorable Les Aspin 
Secretary o£ Defense 
Pentagon. Room 3E880 
Washington, D.C. 20301 

Dear Les, 

^ ^ •.•.4 4-4ti*^ r%T-^i«a vouF declslon to hold four senior Air 
contract and to raise two questions about Ms. Darleen Druyun. 

First, I would like to commend you for talcing this decisive 
step. YOU have sent a clear, unambiguous fi?,^f^l„°l.^^i'^^^^^ 
?oS!rd dishonesty in che department's ^^.^.^.^fJi^^J 
the best kind of deterrent to future failures of discx^^^ 
integrity. You deserve a lot of credit for having the courage to 
do what had to be done. 

second. 1 am somewhat baffled by-the complete jnjission of MS . 
Druyun' s name from available documents bearing on your deci«4on in 
this important matter. 

The inspector General has suggested that Ms. Dr^^^^n jnay have 
engaged in ei ther improper or illegal co^d^^Si" '^^^S^^J^^fLJ'^f 
17 progress payment number 97 that resulted in a potential 
Violation of the Antidef iciency Act and ^^^^^^^f ^^J^? : 
reasons, the inapector General recommended that discxplinary act ^ 
be taken against her and four other senior officials. You chose to 
discipline the four other officials but not her. Why did you 
decide not to punish Ms. Druyun? 

tta. Druyun presently occupies a key Position in the 
-acquisition mnagement area." She is the I^eP^^y 
secretary of the Air Force for Acquisition. She was placed in this 
position in February 1993 - one month afjfir the inflpector General 
?ecoUended that she be disciplined for improper or illegal 
behavior. 

in view of your decision to banish Generals Barry and Nauseef 
and Mr. Hixenbaugh from the "acquisition management area- and in 
view! of the fact that the inspector General has yet to resolve all 
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it wise to J-e»^J 

management- post, response is recjuested 

vour thoughts would be appreciated. A resp 

by May 12. 1593- 



Sincerely' 




iSrles E 

U.S. Senator 




CEG/chm 



THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. OC 2O30I-3000 



11 May 1993 



MEMORANDUM FOR SECRSTARY OF THE AIR FORCE 

SUBJECT: C-17 Defense Acquisition Board Preparation 

At the recent Defense Acquisition Board (DAB) review, the Air 
Force stated that there has been improvement on the C-17 
development program and that major technical and schedule problems 
are behind us. I do not agree with this assessment, because we 
continue to see late deliveries and lengthening testing schedules. 
.1 plan to conduct a DAB review of the C-17 in August, after which 
I will recommend whether or not the program should continue.: 

By August 1, I need the Air Force to: 

• P.ecciKtier.c a resolution of major outstanding issues on 
contract F33c57-31-C-2108, including: 

• • revised range/payload specification values that meet 
current operational requirements, 

• • deletisr. cf any specification requirements you consider 
unnecessary, 

-inclusion. .i.n_. the. cbntract 6~f all current tescing.,,;- . 
recnairements , 

• • consideration for late delivery of C-17 aircraft P-4, 
P-5, and P-6, 

• • resolution of the sustaining engineering cost 
classification issue. 

• Definitize Lot IV and incorporate not-to-exceed prices in 
the advance procurement contracts for Lots V and VI. 

• Identify a source to fund Lot III to ceiling. 

Finally « you may restart the static wing test, after you 
provide me assurance that it is representative of the production 
wing with permanent corrections. I would like the same assurance 
on the durability test wing. 




Attached is a copy of the. letter I have sent to McDonnell 
Douglas. I would like you to advise me on the steps that 
McDonnell Douglas is taking in response to ny letter. 

I insist that the highest level Air Force attention be 
focused on improving the management, of the C-17 program, which can 
only be demonstrated hy the fulfillment of contractual 
commitments. ^ 





ohn M. Deutch 



Attachment 




WASHINGTON. DC 2O3O1-3O0O 
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11 May 1993 



ACCMnsmoN 



MEMORANDUM FOR CBAZRMAMr DEFENSE SCIENCE BOARD 

SUBJECT: Terms of Reference — Defense Science Board Task Force 
on. C-17 Review 

you are requested to organize a Defense Science Board (DSB) 
Task Force to assess the current status of the C-17; the 
contractor's capability to successfully complete the C-17 
development and transition into production; and identify the 
changes that would be necessary to ensure such success and reduce 
risk. The scope of the review will include an assessment of the 
following functional areas: 

- Systems engineering (hardware and software) 

- Production transition and Manufacturing Processes 

- Ground and flight testing 
> Financial management 

- Contracting 

- Project Management 

Topics to be covered should include, but not be limited to, 
the following: 

o What are the principal areas of risk? How can this risk 
be properly managed? — , 

o What steps must the contractor take to assure 
satisfactory program execution? 

o What steps must the Government take to assure 
satisfactory program execution? 

o Are adequate resources (e.g., manpower, tooling, 

automated management systems) available and being ^ 
properly applied? If not, what additional resources 
should be applied, and how much would they cost? 

o Are schedules realistic? If not, how should they be 
revised? 

o Is progress tracked by appropriate metrics? If not, what 
are the appropriate metrics that should be employed? 

o What is the status of integrated process and product 
development? 



o Considering the present state of the program, are there 
contractual changes that should be made to significantly 
reduce cost? If so^ what are these changes? 

The study will be sponsored by the Under Secretary of 
Defense (Acquisition) . Mr. Robert A. Fuhrman and Major General 
James A. Fain, Jr., USAT, will serve as Co-chairmen of the Task 
Force. Mr. Ronald Mutzelburg of the office of the Director, 
Strategic 4 Space Systems will serve as Executive Secretary and 
Mr. John V. Ello will serve as the Defense Science Board 
Secretariat representative. The USD (A) will provide funding and 
other support as may be necessary. The TasJc Force should begxn 
this effort as soon as possible and provide a final report on or 
about July 15, 1993. 

It is not anticipated that the work assigned to this Task 
Force will cause any member to be placed in the position of 
acting as a procurement official. 

/ \ John M* Deutch 




THE UNDER SECRETARY OF DEFENSE 
WASHINGTON, DC 20301 



11 May 1993 



ACQUtSmOM 



MEMORANDUM FOR COMMANDER, DEFENSE CONTRACT MANAGEMENT COMMAND, DIA 
SUBJECT: C-17 Delivery Schedule Assessment 



I plan to conduct a Defense Acquisition Board (DAB) review of 
the C-17 in August. In sxjpport of that DAB, I will need by August 1 
your assessment of when C-17 aircraft P-7 through P-16 will be 
delivered. This should include an advisory on the status of any 
deficiencies on those aircraft. Please also provide me information 
on whether McDonnell Douglas Corporation is providing adequate 
staffing and production equipment to the C-17 program. 

Attached is a copy of a letter I have seiit to McDonnell Douglas. 
I would like you to advise me on the steps McDonnell Douglas is 
taking in response to my letter. 




f j John M. Deutch 



Attachment 
As Stated 




THE UNDER SECRETARY OF DEFENSE 
WASHINGTON. OC: 20301*3000 



11 May 1993 



Mr. John F. McDonnell 

Chairman and Chief Executive Officer 

McDonnell Douglas Corporation 

P.O- Box 516 

St. Louis, MO 63166-0516 



Dear Mr. McDonnell: 



The Department of Defense has just completed an initial 
review of the C-17 program. Based on this review, we are 
convinced that McDonnell Douglas must take immediate aggressive 
action to ensure that the company will meet contractual, 
requirements. Unless there is a strong resolve on the part of 
McDonnell Douglas corporate management to meet contract 
requirements, particularly schedule, specifications, smd testing 
requirements, the C-17 program cannot be continued. 

4 

We shall conduct a Defense Acquisition Board (DAB) review of 
the C-17 in August to determine progress made by the program and 
on the specific actions listed below. Completing these actions - 
will be a major part of my decision on whether to recommend 
continuation of the C-17 program. Your cooperation is an integral 
element of all these actions. 

(1) I_ am- directing_,.the- Secretary "Of the Air Force to JtaKe 
specific actions by August 1. Enclosed is a copy of the 
directions . 

(2) I have established ein independent review team to carry 
out by July 15 an assessment of McDonnell Douglas production, 
technical, testing, financial, and contracting issues and to make 
recommendations on any additional measoires that should be taken by 
the contractor and the government . 

(3) We must have your plan for strengthened management of the 
C-17 program, including specific manufacturing and engineering 
improvements to ensure that contract requirements are met. Z 
would like your management plan by June 15 to provide to the 
review team. 

(4) I am concerned about the claims on the C-17 program. 
McDonnell Douglas has filed approximately $425 million of claims 
and your corporate officers have said you will file sxibstantial 
additional claims. The Department has \inderway a Cost and 
Operational Effectiveness Analysis on the C-17 and other airlift 
alternatives. We intend to include the cost of claims in the C* 17 



nrice for this purpose. Therefore. I request a statement o£ the 
?otal dollar value of claims McDonnell Douglas plans to submit 

agatnsfcoStract F33657-81-C-2108 J^"^ ^'^^^^^f ^r^ventf^^ 
till be no additional claims against that contract for _ events 
occurring on or before August 1, 1993, which^is the date that we 
request you submit the claims limit statement. 

We have a strong operational requirement for ffj^"*?®^^ . . 
airlift. Without the full commitment of McDonnell Douglas to buxld 
?he C-17 efficiently, on time, and to the l^S^^J^t quality 
standards, we will have to meet the requirement with an 
alternative to the C-17. 



Sincerely > 



Enclosure 





John W. Deutch 



THE SECRETARY OF DEFENSE 
WASHINOTON. THE DIITRICT OF COLUMBIA 



April 29, 1993 

MEMORANDUM PGR THE ACTING SECRETARY OP THE AIR PORCE 
Prom: Tha Secretary of Defense 

Subject: Air reree Review of the DOD Xnepeoter Qeaerel 
Report oa the C-17 Airereft (Jaauery 14, 1993) 



In January, the Deputy inspector General released a report on 
the c-17 program and the financial condition of the McDonnell- 
Douglas corporation. The report raised questions about the 
management and financial integrity of the c-17 program, and 
specifically about Air Force actions to provide financial 
assistance to the Douglas Aircraft Company in late 1990, 

After reviewing the Inspector General • s report, 1 directed the 
Air Force to respond to the allegations. This instruction was 
issued in my memorandum of February 19. 

Last week, the Air Force '^^orwarded its response, i have now 
reviewed the report and the Air Force comments concerning 
allegations about five key Air Force personnel involved in the C-17 
acquisition program. 

in its examination of the allegations, the Air Force found no 
basis to believe that criminal conduct was involved in the 
management of the program. The facts pressnted to date by the 
Deputy Inspector General and the Air Force suggest that this 
finding is correct. ^« w. 

The Air Force also found that some management actions, while 
questionable, were within a range of normal management discretion, 
I disagree with this judgment. 

The defense acquisition system operates on the principle of 
centralized policymaking and decentralized execution. At the heart 
of the system is the need for accountability at all levels. If the 
system is to work, then those charged with the responsibility for 
highe^^tarST^d**' dollar systems must perform to the 
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MEMORAMDUM FOR THE ACTIMQ SECRETARY OP THE AIR TORCg 



Th« atory of the C-17 program reflects an unwilllngneee on 
the part of tone high-ranking acquisition profeaslonala to 
aclcnowledga program difficult lee and to take deoleive action. 
Without questioning the motivation of Air Force personnel, Z must 
Insist that program leaders understand their responsibilities to 
identify, early and forthrlghtly, significant program 
difficulties. Clearly, this was not done in the case of the C- 
17. 

Consequently, I direct that you take the follow actionat 

First, because the former program manager has not 
demonstrated the judgment necessary for senior 
leadership positions, he should be relieved of his 
current duties. 

Second, the lack of judgment of four of the five 
Individuals should be made part of their permanent 
record. 

Third, because I have lost confidence that four of the 
five individuals identified in th< Deputy Inspector 
General's report can be effective in acquisition, they 
should not be assigned to work in the aoquisition ~ ' 
management area. 



Knowing that both civilian and military Air Force personnel 
in the acquisition system are dedicated, capable professionals, 
I trust that this community will recognize that the motivation 
for my actions Is to strengthen the acquisition system and to 
encourage Its efficient operation. 

Finally, it is apparent that allegations of misconduct in an 
Inspector General report also present difficult Issues of 
fairness for the rights of those who worU«^he Department of 
Defense. Therefore, I am asking the M^TGener^Counsel to 
develop procedures with the inspeotorrGeneral fo!#dealing fairly 
with Indivlduale who are the subject fsf such rep^ 
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The Honorable Les Aspin 

Secretary of Defense ^ 
Pentagon, Room 3E880 = 
Washington, p.C. 20301 w 

o 

Dear Mr. SfOl^tary: ro 

of your department's review 
investigation. 

A very disturbing Department of Defense (DOD) memorandum has 
come to my attention. 

The memorandum in cjuestion ij^^^^/^"^^ ^iJnee ?oi 

Frank wisner - one of your most ^enior deputi^^ subject 
the position of under secretary of Def^^^^ ^^^^^ 

of the memorandum is "Bottom-Up ^^^^^^ J^'^^ ^o culminate with 
programs.- The "Bottom-Up- review is^^^^ five-year 

pentagon earlier this month. 

The source of f f "'^TecSd 
document. Attachment B " ^"^^ff„!a inlSide: SDl, tactical 
Early Review.- J^e progr^ ^tttlck helicopters (Commanche) . 
aircraft (P-18 E/?- *™<;. Mr wisner describes these as 

attack submarines 'SSN-2l> ■ "c- ^.^ 
. several hot "button acquisition PJ^J|^„™|«„ Attachment B is the 
TarlnLf re^irbo&er^r,^"- It reads as follows: 

;o^i^siiS fn^thf io^;^-sr|v!^^^^^ 

during the summer, we should, however, nave 
process to carefully analyze them.- 

Clearly, Mr. Secretary the 
deliberately exempted fr^ further r^^^^^ ^.^ 
recipe for abuse. It sends ^he wrong me y inoculated oy 

The Air Force ^i^l "L^,^ Jffl^ think you have granted the C-17 
your office. The Air think the C-17 is now immune 

Committee Assignments: 7 5 ft 7 3 ^ 

I ^OC^ J BUDGET 

...^^ JUDICIARY cppciAL COMMITTEE ON AGING 

FINANCE TPCHNOLOGY ASSESSMENT SPECIAL CUWivii 

AGRICUCTS^ . NO TiOIj J.»P rO Pr fTRY J)FFICE OF TECHNOLOGY A5:» 



and protect the program at all costs. 

Your memorandum of February 19, 1993, on„the^^??fP;gg; 
General's investigation of the C-17 program was s o pq s itiv e -and- 
coSs??uclive. YOU said: "I am troubled by the allegations, 
findings and recommendations- in that report and ^^"^^f 
Force to respond to it. Your memorandum, however, stands in starK 
contrast to Mr. wisner's decision to exen«>t the C-17 program from 
internal review for the balance of the year. 

Mr. secretary, I would like to know why the C-17 program has 
been exempted from the "Bottom-Up Review-? Surely, of all DOD 
-hot-bu^n- programs, the C-17 is in need of an early and thorough 
review. The root cause of the problems identified m the Inspector 
General's reports on the C-17 are exactly the kinds of issues that 
must be decisively resolved in your -Bottom-Up" - if your are to 
succeed in creating a viable five-year defense program. 

Sincerely, 



iflfes E. Gr 



Charles E. Grass ley 
U.S. Senator 



CEG/chm 





ONI HUNDRED TiORO CONGRESS 

Congress of the larated States 

inoDsc of 'RtpresenratiDes 

COMMITTEE ON GOVERNMENT OPERATIONS 
2157 rUrBunN Housf Ort*ct Building 
Washington. DC 20515-6143 

January 26, 1993 



The Honorable Les Aspin ~- 
Secretary 

Department of Defense 
The Pentagon 

Washington, D.C. 20307-1155 
Dear Mr. Secretary: 

Congratulations on your appointment as Secretary of Defense. 
We will miss your expertise here in the House, but your guidance 
and leadership are badly needed in the Pentagon. 

I am sorry to start off my first correspondence to you with 
, a -monumental problem, but unf ortunately_that ■ is the case. On 
^•ebruary 21, 1992, I asked the Department of Defense Inspector 
General to investigate and docximent an allegation that I had made 
earlier as to favoritism and advantageous treatment of McDonnell 
Do-.glas by the Department of Defense. The report by the 
Inspector General is now in my hands. 

For two years I have been as)cing Air Force and Defense 
Department personnel about these matters. On the one hand I am 
outraged by what I see in this report, and at the same time I am 
saddened by what I see as the betrayal of the trust placed in 
general officers of the military by the American people. The 
procurement system, is badly damaged. But more important, the 
- credibility and integrity of the services has been severely 
tarnished by the actions of these officers. 

The IG's report and the investigation by the Legislation and 
National Security Subcommittee, which I chair, have confirmed our 
allegations. There was a concerted plan by the Pentagon to bail 
out its largest contractor. 



Honorable Les Asp in 
January 26, 1993 
Page 3 



"Expedited Government payments were made that exceeded 
appropriate amounts by $349 million. Financing 
provided also exceeded the fair value of undelivered 
work by an additional $92 million* Improper 
. contracting actions reduced contractor financial risk 
^on the C-17 Program by $1.6 billion and created a false 
appearance of success to facilitate both the contractor 
obtaining financing through commercial sources and 
issuance of debt securities, and the Air Force securing 
additional funding from Congress." 

"The improper actions substantially increased 
Government program risk, provided premature payments to 
the contractor, negatively impacted first aircraft 
delivery, and contractually obligated the Government to 
award a subsequent Lot III production contract. Award 
of the Lot III production contract was particularly 
important because it provided an additional source of 
funding to the contractor, and a further false 
indication of program success. These actions also 
resulted in potential violations of statutes and 
acquisition regulations." - 

It is important to remember that at this very same time 
period the Navy A-12 program was also in serious trouble. It was 
later proven that there was also deception and misrepresentation 
of facts to the Secretary of Defense and to the Congress about 
the A-12. That program was cancelled in January 1991 after $2.6 
billion had been spent. The contractors involved in the A-12 
were McDonnell Douglas and General Dynamics. .In February 1991, 
over $1.35 billion owed back to the Government by McDonnell 
Douglas and General Dynamics was deferred indefinitely by the 
Department of Defense. Although dividend payments have 
continuously been paid to the stockholders of both companies, no 
interest payments have ever been collected on the $1.35 billion 
debt. : 

The IG commented on the similarity between the two programs: 

MWe found numerous similarities between the management 
of the failed Navy Arl2 Program and the Air Force C-17 
Program during the fall of 1990. The Navy, however, 
conducted an administrative inquiry into the management 
.of the A-12 Program while the Air Force, and in 
particular the General Counsel [Ann C. Peterson], and 
Assistant Secretary of the Air Force (Acquisition) 
[John J. Welch], refused to do so." 



Honorable Les Aspin 
January 26, 1993 
Page 5 



• ' The deception regarding this program goes farther then just 
Air Force officials: 

. . "We consider the actions of BG Butchko, EG Nauseef , and 

'"^'^^'T . Mrs, Druyun [Principal Assistant Deputy Chief of Staff, 

' V Air Force Systems Command] inappropriate. They acted 

in concert to influence the DPRO to make progress 
payments based on financial need... The actions of those 
Air Force officials temporarily masked the actual 
financial condition of the contractor by permitting the 
contractor to defer recognition of a loss on the 
contract and retain excess unliquidated progress 
payments to which the contractor was not entitled and 
which should have been recouped. . .Further , the actions, 
when considered together with modifying the 2108 
contract bn Septemiber 24, 1990 to establish a delivery 
schedule known to be unachievable. .. intentionally 
created an illusion of contractor stability and program 
success. Subsequently, on October 23, 1990, the DAC 
(Douglas Aircraft Company) reported as part of the 
third" quarter. 1990 financial "results, that it expected 
to complete the contract without incurring a 
loss. . .rather than behind schedule and above ceiling 
price. 

. We intend that this matter be referred to the Securities and 

..Exchange Commission for investigation. 

In the hearing held by the Legislation and National Security 
Subcommittee in May 1992, it was alleged that on October 2, 1990. 
there was a demand by the Chairman of the McDonnell Douglas 
"Corporation for approximately $500 million, or he would shut down 
.,..^,^the C-17 program. The DPRO commander testified that there was a 
l commitment made to provide certain funds. The report addresses 
that situation as follows: 

"According to three DPRO representatives at the 
briefing on October 4, 1990, EG Butchko stated that the 
^^^^ Air Force had 'promised' the contractor $300 million in 

the month Of Oct 1990. . .payments on order of $300 
million ..in October were not possible;;" 



The contractor and the Air Force went -to great lengths to 
-come -up with schemes that would try to cover or justify their 
actions. One of the more original was the Monthly Estimate to 
Complete or "METC" system. This was invented to draw attention 
away from the negative historical information and try to focus on 
current performance. 
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available since long-lead funding was nearly exhausted, 
while providing another contract to shift engineering 
costs to as a result of the accounting practice 
change-. .-r -:\,/,T . . ' . 

" Wa believe the tpnntraetor reported the understated PAP 
as of Sepi^ember^Q- 1990 i n order to defer recognising 
a lofis on the ?iQa contr act in the company's third 
rfuarter financial reports , which recognized the 2108 
contract as at or near break even after consideration 
of S125 Tnillion in claims vel^ to be submitted to the 
Government . . . Th^ deferr al of loss recognition was 
particularly important to t he contractor at this point 
because of the reqi gt-.ration sl:atement filed with the 
Securities and T^vchanae Commission on August 1, 1990 m 
order to obtain ;^riditiona 1 long term financing-" 
(Emphasis added) 

The deception and manipulation by the senior officials in 
this matter is bad enough, but ^f<^^nately it went even 
further : — . " - _ 

••During his visit to the DPRO, BG Nauseef was viewed by 
DPRO personnel as using 'definite intimidation' to 
encourage the DPRO to be a 'team player' and agree to 
the use of alternative means to measure contractor 
performance, specifically the ' METC ' technique . One 
DORO official provided the following description of how 
BG Nauseef handled opposition to the 'METC technique 
by the DPRO Deputy Coaunander, an Air Force lieutenant 
colonel: ...... ... ., ... : r.-. ■ 

•I do remember General Nauseef saying, look, if 
you •re not going to be a team player. Lieutenant 
Colonel, then just get out of here. You don't 
need to be in this meeting if you •re not going to 
be a team player. It got a little tough. ••• 

Such conduct by senior officers is deplorable. The Defense 
Plant Representative, a colonel, stood up to the generals 
involved and was rewarded by being reassigned or being retired. 

"One DPRO official commented that BG Butchko and BG 
Nauseef supported the 'METC' technique solely because 
it supported their objective of providing cash flow to 
the contractor, and if someone did not support the use 
of 'METC,' they were not a team player;" 
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The action here that is so outrageous is that the contractor 
had exhausted the development funds. and therefore^ was responsible 
for payment of any further costs. What happened is that these 
Senior Air Force officials toolc..lt uppn themselves to transfer 
that shortage of funds to the taxpayer rather than the 
contractor. That action is inexcusable. As before, it didn't 
stop there. • - > ^. .«-•.. - * •> •;• • " 

"We believe the October 1990 transition proposal for 
sustaining engineering costs from development to 
production lots and Air Force approval were only part 
of a far more reaching plan to circumvent internal 
controls and provide funding to the contractor 
...Therefore, the chain of events was an attempt to 
postpone implementation of a substantially higher EAC 
until after the Lot III contract award, which was 
projected for December 1990." 

After contract award, the SPO could use an EAC computed 
in October 1990 or later that reflected the transition 
of sustaining engineering costs from development to 
production and reguest additional funding based on 
•cost growth. • That course of action would open the 
use of expired appropriations to fund the cost growth 
on Lot III that was already known to exist prior to the 
planned contract award and would not require 
congressional approval because of 'cost growth.'" 

By now you have the focus of the report. 

I ask that you suspend this program now, if only to find out 
the true status of both the contracts and the aircraft structure. 
We will call for the immediate investigation of the McDonnell 
Douglas Corporation by the Securities and Exchange Commission 
into the financial reporting on this program. 

I am also asking the Justice Department to reopen the 
criminal investigation into the C--17 program. When the Inspector 
General was asked during the May 13, 1992 hearing before my 
Subcommittee if the Air Force had hindered the criminal 
investigation, he stated: 

"...Well, in effect that got us into a situation where 
we didn't have a victim. You can't have a crime 
without a victim or when there is a willing victim." 
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Secretazy of Defense Les Aspin ordered an Air Force general 
relieved o£ duty and directed that three other persons no longer 
work in acquisition management based on their performance in the 
Air Force C-17 cargo aircraft program. 

■TTiose who oversee the spending of billions of dollars to 
provide weapons for our defense have to perform to the highest 
standard, and they must be held accountable for that performance, 
z no longer have confidence that these individuals will per formr 
to that standard,* Aspin said. 

Aspin directed that Maj. Gen. Michael J. Butchko, Jr., be 
relieved as Commander of the Air Force Development Test Center 
based on his performance when he was C-17 System Program 
Director. , 

■General Butchko was the person in charge as program 
director and bears the chief responsibility,* Aspin said. 

The three persons that the secretary directed no longer work 
in acquisition are: 

Lt. Gen. Edwfird P^, ^rry, Jr.. formerly C-17 Program 
Executive Officer and now Commander, Space and Missile Systems'' 
Center. 

Brig. Gen. John M, Nauseef , Deputy Chief of Staff, Financial 
Management and Comptroller, Headquarters, Air Force Materiel 
Command. 

A. Allen Hixenbaugh, formerly C-17 program Deputy Director 
for Contracting and now Special Assistant to the Director of 
Contracting, Aeronautical Systems Center, Air Force Materiel 
Command. 

Both the management of the C-17 program and its financial 
operations have been tinder review. In January, the DoD Deputy 
Inspector General released a report on the C-17 program that 
raised questions about management and financial integrity of the 
program. 

The Air Force responded to the Deputy Inspector General's 
findings with its own report. The Air Force report was made 
pxiblic today. Aspin took the personnel action after considering 
both the Deputy Inspector General's report and the Air Force 
response. 

-MORE- 




-2- 



. in ^tamining the (Deputy P^^^^^^'^.g^^'J J^SS^^^^^ 
trtt* Air Force found no basis to believe that crimnal conduct was 
iSJotted ?n ?he mSagenvent of the program. The J^P"»?SSSe8t-~ 
to date IV the Deputy Inspector General and the Air Force suggest 
that this finding is correct," Aspin said, 

•The Air Force also found that some management actions, 
.^le S^Js^SnaSu? were within, the range of normal management 
discretion. I disagree with this judgment." Aspin said, 

•me secretary directed the personnel actions in a memorandum, 
to the Acting Secretary of the Air Force. A copy ot the 
memorandum il attached. The executive f^^^^J^ -^^^viilable 
?^nse to the Deputy Inspector General's report is available 
from the Directorate for Defense Information. 

-END- 
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